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(57) ABSTRACT 

A method for estimating a value of a corporation or a 
business activity, based on a cash flow model, under which 
an NPV of future earnings generated by the corporation or 
the busineSS activity over a term of years is estimated on the 
basis of a given budget for the corporation or the busineSS 
activity, a given discount rate and a given budget period. The 
budget period is estimated by means of a model based on 
Selected factors relating to the corporation. Furthermore, a 
method for the estimation of a budget period for purposes of 
an estimation of the value of a corporation or a busineSS 
activity, based on a cash flow model, in which the budget 
period is estimated using a model based on Selected factors 
comprising the corporation's products, market position, pro 
ductive equipment and human resources. A number of points 
are allocated to these factors on the basis of a number of 
data, and the points allocated to the factors are included in 
a mutual weighted ratio in the model applied to estimate the 
budget period. Also, a computer program for purposes of the 
mentioned methods, which computer program is designed to 
make the calculations Stated. 
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MODEL FOR THE ESTIMATION OF THE FAIR 
MARKET VALUE OF SMALL AND 

MEDIUM-SIZED UNLISTED CORPORATIONS 
(DISCOUNTED SHARE PRICING-DSPMODEL) OR 

A BUSINESS ACTIVITY (DISCOUNTED 
SUBSTANCE PRICING-DSPMODEL) 

I. TITLE 

0001 Model for the estimation or the fair market value of 
Small and medium-sized unlisted corporations (Discounted 
Share Pricing-DSPmodel(R) or a business activity (Dis 
counted Substance Pricing-DSPmodel(R). 

II. DEFINITIONS 

0002 The following definitions are used for purposes of 
the DSPmodel (E) 

“Additional expenses: Extra expenses that may occur on the 
merger of the purchasing and the 
acquired corporations or business 
activity 
The period (in years) in which the 
future cash flow is discounted to NPV 
See "substance 
A limited liability company/corporation 
The rate of interest used to discount 
the future cash flow 
Valuation of stocks/shares 
Valuation of assets/substance 

“Budget period: 

“Business activity: 
“Corporation: 
“Discount rate: 

“Discounted Share Pricing: 
“Discounted Substance Pricing: 
“Duration: The period during which a corporation 

or business activity is expected to 
operate on the basis of its existing 
commercial basis 

“FMV: Fair Market Value (of a corporation or a 
business activity) 

“Invention: DSPmodelx 
“NPV. Net Present Value 
“Saved expenses: Expenses that may be saved on the 

merger of the purchasing and the 
acquired corporations or business 
activities 

“Stock: (US) 
“Shares: (UK) 
“Substance': The assets of a business activity 
“Synergies: The potential benefits reaped from 

joint operation (resulting from the 
merger of two or more businesses) 

“Valuation: Estimation of: 
(i) the value of the equity and thereby 
the stocks of a corporation 
(ii) the value of the substance/assets of a 
business activity 

“WACC: The weighted average cost of capital 

III. TECHNICAL FIELD 

0003) DSPmodel(R) is designed for an estimation of the 
FMV of small and medium-sized unlisted corporations, 
based on a given budget, potential Synergies, a discount rate 
(yield) and a duration. 

IV. STATE OF THE ART 

0004 A. Discounted Share Pricing Model 
0005 Corporations are generally valued on the basis of a 
cash flow model. The underlying principle in a cash flow 
model is an estimation of the NPV of the future earnings 
which the relevant corporation can generate over a term of 
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years. In mathematical terms, the NPV is estimated by 
discounting the future annual budgeted earnings by a given 
discount rate in a given budget period, thus estimating the 
NPV of earnings in the budget period. After the end of the 
budget period, the corporation is presumed to have arrived 
at a “steady State' that is assumed to last in perpetuity. By 
using a simple annuity formula and based on the expected 
earnings in the first year after the end of the budget period, 
a terminal value equaling the value of an indefinite cash flow 
at a given interest rate (the discount rate). This terminal 
value is discounted over the same period as the budget 
period, thus estimating the NPV of the terminal value. The 
sum of the NPV of earnings in the budget period and the 
terminal value, less the market value of the corporation's 
debt/liabilities and any non-operating Securities, is the mar 
ket value of the corporation's equity. 
0006. No theoretical arguments exist as to how long the 
budget period to be applied in a given estimate should be. 
However, budget periods of 5-15 years are typically applied. 
Quite a few theorists believe that the duration of the budget 
period should follow the product life cycle of the corpora 
tion concerned. This means that businesses with high-tech 
products should have a short budget period, as the life cycle 
of these products is not very long due to the Speed of the 
technological development. However, the duration of the 
budget period has no real impact on the value of the 
corporation as the value is very much determined by the 
terminal value as well. The duration of the budget period 
influences how much of the total value should be determined 
by the budget period. Analyses have shown that if a budget 
period of 5 years is applied, the budget period will account 
for “only' 25% of the value, whereas the terminal value 
accounts for the remaining 75%. The longer the budget 
period is, the higher share of the total value will it represent. 
0007. The discount rate applied in a conventional cash 
flow model is an interest rate reflecting the corporation's 
WACC. 

0008. The conventional cash flow model is a model that 
is highly recognized and applied by people in the finance 
Sector all over the World for busineSS Valuation purposes. It 
should be noted in this respect that the model is primarily 
used for the valuation of public corporations, for which 
purpose the model is an excellent Stock valuation tool. 
0009 B. Discounted Substance Pricing Model 
0010. There is no theoretical, recognized model for the 
valuation of a business activity. However, there are a number 
of methods that are primarily based on the earning capacity 
of a business activity, the book value of the assets related to 
the activity, and a given goodwill, which is estimated to be 
related to that particular activity. Besides that, the value is 
the value that can be negotiated between the parties. 

V. PROBLEMS WITH PRIOR ART 

0011 A. Discounted Share Pricing Model 
0012. The most widely recognized theoretical model for 
the valuation of corporations today is based on a mathemati 
cal model, which discounts future cash flows plus a dis 
counted “perpetual annuity”. This model is best applied to 
public corporations that have free access to the capital 
markets and whose Stocks are relatively easily negotiable, 
thereby reducing the investor's risk. 
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0013 Different valuation requirements apply to the trad 
ing of Small and medium-sized unlisted businesses. Using a 
model based on perpetuity would imply that a purchaser 
would pay a too high price relative to the risk assumed. At 
the same time, it is not realistic to presume that Such a 
corporation will “live” forever. Furthermore, a purchaser 
should be allowed, within a given period of time, to have his 
investment paid back. The reason is that this type of invest 
ment is an investment in a corporation in its entirety, not just 
in a part of it, The purchaser acquires the corporation with 
a view to living by the future earnings which the corporation 
can generate and having the investment paid back over a 
given period-the "pay-back” period. 

0014 B. Discounted Substance Pricing Model 
0.015. A model making allowance for the aspects 
involved in a correct valuation of the goodwill related to a 
business activity has long been required for purposes of 
estimating the value of business activities. Such aspects may 
be tangible assets in the form of current assets and fixed 
assets relating to the activity in question. Any intangibles in 
the activity concerned are not included. What is needed is a 
method with which, based on Some given conditions, the 
Size of the goodwill relating to the activity, and thus the 
operations, may be estimated. 

VI. SOLUTION/BACKGROUND FOR THE 
INVENTION 

0016. The fact that it is not adequate to value unlisted 
corporations on a perpetuity basis has prompted a need for 
a cash flow model that makes allowance for the duration of 
an unlisted corporation. This duration reflects the period for 
which a correct and-as far as the first year is concerned 
audited budget may be prepared and discounted at a given 
discount rate, DSPmodel(R) is programmed so as to be able 
to value corporations with a duration of 1-20 years. There 
are two reasons why the model does not exceed this 20-year 
limit. 

0017 Firstly, experience has shown that only very few 
Small and medium-sized corporations have a theoretical 
duration of more than 20 years. 
0.018 Secondly, should the need to exceed the 20-year 
limit arise, the preparation of a budget would involve So 
much uncertainty that it would require precisely a model that 
applies a terminal value in the valuation of the relevant 
corporation in order to eliminate Some of the uncertainties 
connected with the budget. 
0019 DSPmodel(R) has a built-in element, which, on the 
basis of an extensive analysis of the corporation concerned, 
estimates a weighted average duration representing the 
duration of the budget period applied in the valuation. 
DSPmodel(R) estimates the value exclusively on the basis of 
a given budget period, which means that the model does not 
apply a terminal value for purposes of the estimation. 
0020 Preferably, the DSPmodel(R) does not only estimate 
a “stand-alone' value, but also a separate “synergy value'. 
There is provided a separate form in the Invention, which 
evaluates and estimates the financial values of the Synergies 
resulting from the joint operation of two corporations. These 
“synergy values' are included as a Separate value in the final 
valuation, made up by the booked equity, the Stand-alone 
value and the Synergy value. The Synergy values are 
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included in a given number of years, Subject to a given 
allocation/split between the purchaser and the Seller. 

0021 A. Cash Flow Applied in the Discounted Share 
Pricing Model 

0022. The discounted future earnings are adjusted for 
Such future investments as are needed to maintain the assets 
and, thus, the basis of earnings, on the basis of the depre 
ciation/amortization resulting from these investments (the 
required investments will equal the depreciation/amortiza 
tion provided in the period). The cash flow is also adjusted 
for the Synergies that would result from an integration of two 
or more corporations. The Synergies apply to both “saved” 
expenses and “additional’ expenses resulting from a merger. 

0023 B. Cash Flow Applied in the Discounted Substance 
Pricing Model 

0024. The operating budget prepared and estimated in 
connection with the trading of activities is adjusted for the 
depreciation/amortization and interest expenses which the 
purchaser incurs. Consequently, the valuation is based on the 
purchaser's post-acquisition situation. 

0025 C. Discount Rate 
0026. The discount rate applied for purposes of this 
model is the after-tax yield that an investor will require on 
a given investment. This yield consists of a risk-free rate of 
interest (prime/base rate) plus a risk premium reflecting the 
risk profile of the corporation in question, based on a 
thorough analysis of the corporation, For justification pur 
poses, the above-mentioned rate is bench-marked against the 
average annual risk premium on Small cap Stock listed on a 
Stock exchange over the last 10 years and against a yield 
indeX concerning acquisitions of unlisted corporations. The 
risk-free interest will typically correspond to the return that 
a government bond with the same duration as the duration of 
the busineSS/budget period could yield. 

0027. A direct comparison with public corporations is not 
appropriate due to the higher risk premium that an investor 
would expect to earn by acquiring a corporation in its 
entirety, as it would not be possible in this situation to 
diversify part of the risk as may be done by purchasing Stock 
on a stock exchange (acquisition of parts of a corporation). 
Experience Shows that an investor will typically expect a 
risk premium that is 2-4% higher as regards unlisted cor 
porations than as regards public corporations. 

VII. ADVANTAGES ACHIEVED 

0028 A. Duration of the Budget Period 
0029. The absolutely unique and landmark feature or the 
DSPmodel(R) is the possibility of evaluating and estimating 
the duration of the corporation and, thus of the budget 
period. In order to be able to estimate Such a duration on a 
realistic and fair basis, one needs to have profound knowl 
edge of the corporation in question, which can be achieved 
through a preliminary analysis and description of the cor 
poration. Furthermore, the analysis forms the basis for the 
budgeting and evaluation of potential Synergies. The DSP 
model E) integrates the following analysis model, which is 
Sub-divided into 4 part analyses, for purposes of estimating 
the duration: 
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0030) 1. The Corporation's Products 
0.031) An evaluation and estimation of the corporations 
product portfolios, their product life cycle and the general 
life of the products, the corporations ability to develop new 
and existing products and the extent to which the corpora 
tion has ensured trademark and/or patent protection with 
regard to its products. These questions are answered in 
consideration of whether the corporation is a manufacturing, 
commercial trading or service business. The DSPmodel(R) 
can, of course, also be applied to a corporation addressing 
Several busineSS areas, including commercial trading and 
Service businesses. 

0032) 2. The Corporation's Market Position 
0033. An evaluation and estimation of the corporations 
existing customers and Suppliers and of whether the corpo 
ration already does or has an opportunity to market its 
products in other States and countries. In addition, the 
market addressed by the corporation is evaluated in general. 
0034) 3. The Corporation's Productive Equipment 
0.035 An evaluation and estimation of the current tech 
nological level and the State of the corporation's machinery 
and operating equipment, buildings and leases, IT and of its 
environmental/ethical Standards. 

0.036 4. The Corporation's Human Resources 
0037. An evaluation and estimation of the current staff 
mix by function relative to what is considered an optimum 
Staff mix in the corporation concerned, as well as the average 
age and seniority of the staff. Furthermore, the level of 
further education of staff, the staff competence level and the 
management of the corporation are evaluated. 
0.038. The results of the individual part analyses are 
Summarized in a form which estimates a weighted average 
Score reflecting the duration of the corporation and, thus, of 
the budget period. 
0.039 The analysis of duration applies to the estimation 
of the value of both a corporation and a busineSS activity. 

VIII. DESCRIPTION OF FIGURES, TABLES 
AND DIAGRAMS 

0040 FIG. 1: shows the factors affecting the value of a 
given equity. 

0041 FIG. 2: is a flow diagram showing the stages to be 
carried through in order to follow the procedure in the 
DSPmodel E) and, thus, the Invention. 

0042 FIG. 3: illustrates the correlation between the 
processes comprised by the Discounted Share Pricing model 
and the factors affecting this model. 
0043 FIG. 4: illustrates the correlation between the 
processes comprised by the Discounted Substance Pricing 
model and the factors affecting this model. 
0044) Diagrams 1-4: show an example of a previously 
conducted Discounted Share Pricing. 
0.045 Tables 1-5: show an example of an analysis of 
duration. 

0.046 Forms A-G: show an example of a previously 
conducted Discounted Substance Pricing. 
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IX. DETAILED DESCRIPTION OF THE 
INVENTION 

0047 FIG. 1 shows the factors affecting the value of a 
given equity as described above. A more detailed account of 
Such factors will not be given for purposes of the Invention. 
0048 FIG. 2 is a flow diagram showing the stages to be 
carried through in order to follow the procedure in the 
DSPmodel(R) and, thus, the Invention. The flow diagram 
consists of a main line with a first input dialog, giving input 
on, for example, budgets, Synergies, discount rate and other 
relevant prerequisites except for the budget period. The 
budget period is estimated as Stated in the Side branch of the 
main line: with an input dialog providing information about 
the corporation's products, market position, productive 
equipment and Staff. These input make up the basis on which 
the budget period is estimated, and this estimate and the 
input from the main line represent the total data on which the 
valuation of a corporation or a business activity is based. 
0049. The input dialog in both the main line and the side 
branch is performed mainly by means of a PC, possibly via 
an electronic network. The data representing the basis of 
calculation are mainly Stored on a PC or a disc, whereas the 
actual calculation may be performed either on a PC, for 
instance by using a spreadsheet, on a Server linked to an 
electronic network, or on a client PC linked to an electronic 
network, for example as a Script performed by means of a 
browser on the client PC. 

0050. The calculation results may either be displayed, 
printed out or stored on a disc for later use. 
0051 FIG. 3 shows the correlation between the pro 
cesses comprised by the Discounted Share Pricing model 
and the factors affecting this model, whereas FIG. 4 shows 
the correlation between the processes comprised by the 
Discounted Substance Pricing model and the factors affect 
ing this model. AS this correlation is described above, no 
more details will be given here. 
0.052 The Discounted Share Pricing model will first be 
described in the following with reference to an example 
shown in Diagrams 1-3 and Tables 1-5, and the Discounted 
Substance Pricing model will then be described with refer 
ence to an example shown in Forms A-G. 
0053 A. Discounted Share Pricing Model 
0054 The following detailed description of the model is 
based on the working process followed in the practical 
application of the model for purposes of the valuation of a 
corporation. The results of an example of Such a valuation 
are shown in Diagram 1. The way in which these results 
have been arrived at will be reviewed in detail below. 

0055. The description of the Discounted Share Pricing 
Stock valuation model comprises the following items: 

0056 1) Preparation and adjustment of the budget 
and the future growth rate 

0057 2) Evaluation and estimation of synergies 
0.058 3) Evaluation and estimation of the discount 
rate 

0059 4) Discounting of operations and synergies 
0060 5) The investor's pay-back period 
0061 6) Estimation of duration 
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0062 Re 1) Preparation and Adjustment of the Budget 
and the Future Growth Rate, Diagram 2 
0.063. The future budget is prepared on the basis of a 
conventional Statement of income, adjusted for the invest 
ments required to maintain the assets needed to ensure the 
future earnings basis. Adjustment is made for the deprecia 
tion/amortization prompted by these investments. This is 
done on the assumption that the depreciation/amortization 
provided will match the investments in the long term. The 
necessary budget assumptions are evaluated and estimated 
to ensure a correct and audited budget. 
0064. Where prior year net income accumulated over 
Stockholders' equity is distributed to the owner, an adjust 
ment will have to be made for the additional interest 
expenses which the purchaser will incur as a result of the 
increased debt that needs to be raised to finance the assets 
and the day-to-day operations. 
0065. In by far the majority of cases, it is only necessary 
to prepare one years budget, as the rest of the years in the 
budget period will be a projection of the first year's budget 
at a given growth rate determined on the basis of a historical 
analysis of the corporation's previous rate of growth and a 
general industry and market analysis with a view to assess 
ing the corporation's future growth potential. This current 
growth rate is related to the rate of inflation in the market in 
which the corporation operates. 
0.066 The budget comprises the following items: 

0067 Net Sales 
0068 Cost of sales/cost of production 
0069 Gross profit 
0070) Selling expenses 
0071 Administrative expenses 
0.072 Staff costs 
0073 Income/loss before depreciation/amortization 
0074) 
0075) 
0076) 
0.077 
0078 
0079 

0080 Re 2) Evaluation and Estimation of Synergies, 
Diagram 3 

Depreciation/amortization=investments 
Income/loSS before financing 
Net financial income/expenses 
Pre-tax income/loss 

Corporate income tax paid 
Adjusted operating income/loSS/cash flow 

0081. The synergies are the synergies that may be 
achieved by integrating the acquired corporation with the 
purchaser's existing business. It is evident that the more the 
purchaser manages to reduce costs in the operating budget, 
and the more Sales may be increased as a result of the 
integration, the higher will the value of the corporation be in 
the eyes of the purchaser. As a result, the Seller must be 
compensated, by means of a higher price, for the Synergies 
which the purchaser will get. It is, of course, also possible 
that a business integration may result in additional costs, for 
which reason the model is designed So as to make allowance 
for an adjustment of Such potential extra costs. One might 
imagine a situation in which a Seller has had very moderate 
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management expenses for Several years. A new owner would 
probably incur higher management expenses, which would 
have an adverse effect on the operating income and, thus, the 
price. 

0082 The model allows for the fact that the purchaser 
and the Seller may negotiate to Split these Synergies in the 
price between them according to a Specified allocation key. 
The model is programmed So as to include the Synergies for 
up to a maximum of 5 years. After this period, the acquired 
corporation will be fully integrated with the acquiring cor 
poration, and the Synergies will therefore have been leveled 
off. 

0083. As it will appear from the above, the synergies 
comprise both the “saved expenses” and the “additional 
expenses” related to an integration of the corporations 
involved. The model further allows for extra earnings result 
ing from joint operation as a consequence of the image 
Synergies, the increased purchase Synergies and the general 
exceSS Sales made possible by the busineSS integration. 
0084. The form used to estimate the synergies comprises 
the following items: 

0085 1. “Saved expenses” 
0.086 rent/overheads 
0087 management expenses 

0088 administrative expenses 
0089 selling expenses 

0090 Total 
0091) 2. “Additional expenses” 

0092 rent/overheads 
0093 management expenses 
0094) administrative/selling expenses 

0095) Total 
0096 3. Additional earnings resulting from synergies 

0097 image synergies 

0.098 excess sales 
0099 purchase synergies 
0100 financing 

01.01 Total 
0102) Total net adjustment 
0103) Estimated tax on net adjustment 
0.104) Net adjustment after tax 

0105 Re 3) Evaluation and Estimation of the Discount 
Rate 

0106 Quite a few problems with regard to the estimation 
of the WACC arise in connection with the valuation of Small 
and medium-sized unlisted corporations. The reason is that 
unlisted corporations do not have access to the market data 
needed to estimate the yield and the market risk as regards 
the business types in question. The yield required by an 
investor on a given investment is determined on the basis of, 
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for instance, these factors. These market data may be esti 
mated for public corporations, as they are being traded and 
valued in the market on a current basis, which is not the case 
for unlisted corporations. 
0107 Against this background this model applies a dis 
count rate reflecting the investor's expected, required yield, 
consisting of a risk-free interest rate and a risk premium 
reflecting the risk profile of the corporation concerned, A 
good estimate as regards the risk-free interest rate is a 
government bond with the same duration as the budget 
period, which is applied in the valuation in question, which 
estimate is consistent with the theoretical considerations and 
rules with regard to an estimate of the risk-free interest rate 
in the WACC. 

0108. In order to give a reasonable and fair estimate of 
the risk premium, the premium is related to an indeX 
established on the basis of previous trade in Small and 
medium-sized corporations, conducted by the inventor of 
the DSPmodel(R). On the basis of these prior transactions, the 
risk premiums required by the investor when investing in the 
relevant indices have been classified within these indices, 
i.c. commercial trading and Service businesses and industrial 
businesses. This indeX is related the average annual risk 
premiums resulting from Small cap Stock over a period of 10 
years on a Stock exchange in a given State or country, from 
which the corporation is operated. 

0109 The classification described above has resulted in 
the following index (DSP index): 

Commercial trading 
and service sector Industrial sector 

Risk premium 4-8% 2-6% 
Risk-free interest rate approx. 6% approx. 6% 
Discount rate 10-14% 8-12% 

0110 Re 4) Discounting of Operations and Synergies 
0111. On the basis of the adjusted operating income after 
tax, a given discount rate and a given duration, the NPV of 
operations may be estimated on the basis of a well-known 
mathematical formula-the cash flow discounting formula: 

= 1 + l2 +...+ -li, 
T (1 + k) (1 + k)? ' ' ' (1 + k) 

0112 

0113. NPV=Net Present Value 

where: 

0114 CF=the adjusted operating income in “n 
period 

0115 K=the discount rate 

0116. As this formula is well-known, it has not been 
included as any new method for purposes of this Invention. 

0117 The after-tax income from synergies is discounted 
in a similar way using the same discount rate. The duration 
is variable for up to 5 years, as described earlier. 
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0118 Re 5) Investor's Pay-back Period, Diagram 4 
0119 Provided that the investor finances the entire trans 
action, it is possible by way of this form to illustrate the 
investor's pay-back period on the basis of a given interest 
after tax, reflecting the market rate of interest after tax at 
which the investor could borrow. Furthermore, it is a pre 
Sumption in the model that the entire operating income is 
applied towards installments on the loan. 
0120 Re 6) Estimation of Duration, Tables 1-5 
0121 The Invention comprises an analysis model, which 
is Sub-divided into 4 part analyses for purposes of estimating 
the duration of a corporation, corresponding to the duration 
of the budget period in the DSPmodel(R). These 4 part 
analyses comprise the areas and aspects considered essential 
by the inventor of the DSPmodel(R) with regard to a corpo 
ration's future operations and, thus, its future Subsistence 
basis. 

0122) The analysis of duration is programmed So as to 
enable an adjustment of the weight of the 4 part analyses in 
the final estimation of the duration. This is due to the fact 
that the distribution of the weights in order to arrive at an 
optimum situation giving a fair estimate of the duration of 
the corporation depends on the individual corporation. Fur 
thermore, the model is programmed So as to estimate a 
duration of max, 20 years. 
0123 The 4 part analyses, including Sub-sections, are as 
follows: 

0124 
0125 1) Classification of the products by stages in 
their life cycle (according to “the Boston matrix”) 

0126 2) Classification of the products by their life in 
general 

0127 3) Classification of the products by business 
activity or Segment, including manufacturing, com 
mercial trading and Service business 

a). The corporation’s products 

0128 b) The corporation's market position 
0129. 1) Customers 
0.130) 2) Suppliers 
0131 3) Internationalization 
0132) 4) Market conditions 
0133) 5) Profitability 

0134) C) The corporation's productive equipment 
0135) 1) Machinery and operating equipment 
0136 2) Buildings/properties/leases 
0137) 3) IT 
0138 4) Environmental/ethical standards 

0.139 d) The corporation's human resources p 

0140) 1) Average age 
0141) 2) Average seniority 
0142 3) The corporation's possibility of recruiting 
qualified staff 

0143 4) Current staff mix relative to the optimum 
staff mix 
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014.4 5) Further training/education opportunities 

0145 6) Staff competence level 
0146 7) Level of “good” management in the cor 
poration 

0147 The following is a detailed description of the 
individual part analyses, the issues referred to in the part 
analyses and a brief description of the Significance of these 
issues. It should be noted in this respect that even if it may 
Seem difficult to see the impact and relevance of Some of the 
questions in the analysis of duration, the 4 part analyses 
should be seen in their entirety. AS none of the questions can 
Stand alone, many efforts have been made to determine how 
each individual question in the individual part analyses 
should be weighted by reference to the entirety. 

0148 
0149) 1) Classification of the Products by Stages in their 
Life Cycle (according to “the Boston matrix”) 

a) The Corporation's Products, Table 1 

0150. The corporation's products are classified by 4 life 
cycles according to the well-known Boston matrix: 

0151 Start-up stage (question marks), characterized 
by products with a high growth rate and a low market 
share. 

0152 Growth stage (stars), characterized by prod 
ucts with a high growth rate and a high market share. 

0153 Ripening stage (cash cows), characterized by 
products with a low growth rate and a high market 
share. 

0154 Ageing stage (dogs), characterized by prod 
ucts with a low growth rate and a low market share. 

O155 The number of products in the individual stages is 
entered in a form, the number is multiplied by a prepro 
grammed Score, and a total Score on the Boston matrix is 
made up. Scores are allocated So that the growth stage and 
the ripening Stage are given the highest Score based on the 
View that the products in these stages are the ones that are 
most profitable for a corporation. 

0156 2) Classification of the Products by Their Life in 
General 

O157 The general life of the corporation's products is 
evaluated. The number of years entered is included is the 
total estimation for the product analysis. 

0158 3) Classification of the Products by Business Activ 
ity or Segment 

0159. A distinction between 3 types is made. 
0160 a) Manufacturing business/segment 

0161 b) Commercial trading business/segment 

0162 
0163) If the relevant corporation operates within more 
than one of the busineSS types outlined above, Such as 
commercial trading and Service businesses, the model will 
automatically estimate an average Score based on the actual 
number of “types' covered by the corporation. 

c) Service business/segment 
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0164. The following questions within the individual type 
of busineSS must be considered, as they are regarded as 
having a significant impact on the future earning capacity of 
a corporation: 

0165) 
0166 Does the corporation develop new prod 
ucts?-it is important for the corporation to be at 
the cutting edge of the consumers requests and 
requirements. 

a) Manufacturing busineSS/Segment: 

0167 Does the corporation have its own regis 
tered trademarks?-trademarks provide Security: 
and here is a good Signaling value in having the 
products registered. This also applies to design 
protection. 

0168 Does the corporation have any pat 
ent(s)?-a very important signal that the corpora 
tion has managed to invent Something unique, 
which is worth protecting and which may ensure 
a long-term earnings basis. 

0169 Are the products brands?-it is important 
that the corporation is able to create products that 
meets the customers needs and gives them value. 

0170 Are the products difficult to replace'?-this 
gives an idea of the risk inherent in the fact that the 
corporation's customer Segment is constantly 
offered Similar products and thus, may choose 
other Suppliers products. 

0171 Are the products environmentally 
Sound-consumers are becoming increasingly 
environmentally conscious, prompting the pro 
ducers to Signal environmentally Sound produc 
tion. 

0172 Has the corporation set up good quality 
control procedures in respect of its products?-the 
better the quality control measures are, the fewer 
complaints for the corporation and, thus, indi 
rectly a better image. 

0173 b) Commercial trading business/segment: 
0.174 Does the corporation develop new prod 
ucts?-Same as above. 

0175 Does the corporation have its own regis 
tered trademarks?-including in particular private 
labels, etc. 

0176 Are the products the producer's trade 
mark again, what is important is the Signaling 
value of a product that has been registered as a 
trademark. 

0177 Are products brands?-same as above. 
0.178 Has the corporation made due allowance 
for all risks related to Supplier agreements (includ 
ing the term/duration of Such agreements)?-this 
question has much weight, as the continued exist 
ence of a commercial trading business depends on 
its Supplier agreements. If Such agreements can be 
terminated at Short notice, the corporation will 
become more vulnerable. Furthermore, these 
agreements relate to the corporation with its exist 
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ing owners and not necessarily a new owner who 
is to be approved by the Suppliers. 

0179 Has the corporation made due allowance 
for all risks related to agency agreements (includ 
ing the term/duration of Such agreements)?-same 
agreement as above under Supplier agreements. 

0180 Is there “value added” to the products/ 
concept-it is important that a commercial trad 
ing busineSS is able to offer good Service and 
advice, if appropriate, in connection with the 
products it markets in order not to seem just a 
middleman that may be dispensed with. It is 
important for a corporation to be able to create and 
Secure its existence by providing the customers 
with a “full-service” program. 

0181 c) Service business/segment: 
0182 Does the corporation develop new con 
cepts?-Same as above. 

0183 Have the concepts been registered?-same 
as above. 

0.184 Have the concepts been patented?-same 
as above. 

0185. Are the concepts brands?-same as above. 
0186 Does the corporation provide good guaran 
tees for its services?-customers should feel 
Secure when using the corporation. 

0187 Are there “value added” to the concept?- 
Same as above. 

0188 The questions are formulated so that YES gives a 
positive score, NEUTRAL gives a score of 0 and NO gives 
a negative Score. 
0189 The maximum score that can be obtained in the 
product analysis is 80 points. 
0190 b) The Corporation's Market Position, Table 2 
0191) 1) Customers: 

0.192 Does the corporation have a large spread of 
customers?-a corporation which Sells its products 
to a few large customers only is more Vulnerable and 
is more at risk of going bankrupt if it loses a 
CuStOmer. 

0193 Is customer loyalty related to the brand?--a 
corporation whose customers represent a loyal and 
Sustained group will, all things being equal, face a 
brighter future than a corporation whose customers 
are disloyal. 

0194 Does the corporation offer good customer 
Service'?-reflects the corporation's intention to 
retain its customers and give them a valuable expe 
rience thus strengthening the corporation's image in 
the long term. 

0.195 Does the corporation perform customer satis 
faction SurveyS2-shows that the corporation is con 
Scious of the value of carrying out activities to build 
customers goodwill. 
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0196) Does the corporation have fieldwork skills?- 
good fieldwork with regard to Sales not only con 
tributes to getting more customers, it also contributes 
to profiling the corporation's name and product, thus 
making the corporation known by the consumerS. 

0197) Does the corporation have a broad customer 
Segment?-refers to the corporation's market poten 
tial. 

0198 Does the corporation apply Customer Rela 
tion Management Systems?-an important tool 
enabling the corporation to follow up on customers 
and, thus, create a high level of Service and a high 
degree of Satisfaction. 

0199 Does the corporation apply Key Account 
Management Systems?-another tool with which the 
corporation may improve the level of Service and the 
degree of Satisfaction. A corporation signals Serious 
neSS in that its customers know their contact person 
in the corporation and that this contact perSon is 
aware of the customer's requirements. 

0200) 2) Suppliers: 
0201 Does the corporation have a reasonable spread 
of Suppliers?-a corporation should not bring itself 
in a position where failing Suppliers may bring the 
corporation in dire financial Straits. 

0202 Has the corporation entered into adequate 
Supplier agreements?-in terms of both price quality 
and reliability of delivery. 

0203 Is it possible for the corporation to change 
Suppliers quickly?-it is important in case of failing 
Supplies that the corporation can have the relevant 
goods delivered by another Supplier in order not to 
lose orders and, thus Sales. 

0204 Do the suppliers enjoy a good reputation/ 
image/brand-as a Supplier's bad reputation may 
quickly impact on the corporations dealing with the 
Supplier, Such a situation should be avoided. 

0205 Do the Suppliers maintain a good ethical stan 
dard-again, a Supplier's bad reputation may 
quickly impact on those dealing with him. It is 
important for a corporation to Signal to the consum 
ers that it rejects unethical products. 

0206 3) Internationalization: 
0207 Are the products marketed in other states/ 
countries?-reflects the corporation's market poten 
tial. 

0208 May the products be marketed in other states/ 
countries?-if not, the corporation's market poten 
tial is relatively limited. 

0209 4) Markets: 
0210 Has the corporation gained any competitive 
edge?-if So, the corporation will, all things being 
equal, be in a better Situation than its competitors and 
may exploit this situation to conquer a larger market 
share. 

0211 Are new players barred from entering the 
market-if new playerS find it hard to gain a 
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foothold in this particular market, the corporation 
does not have to use a lot of resources on managing 
its market share. 

0212 Is the market growing?-a growing market is 
of course more attractive and a stagnant one. 

0213 Is the market cyclically neutral?-reflects 
whether the corporation's earnings may be expected 
to be stable or whether a reservation must be made 
for “poor' times. 

0214 5) Profitability (by reference to the last 3 account 
ing periods). 

0215 Does the average sales growth exceed the rate 
of inflation'?-reflects whether the corporation is 
able to create more growth than the general growth 
in Society. 

0216 Do Sales per employee exceed DKK 1.0 mil 
lion'?-this limit is used as a rule of thumb in 
determining whether the employees are profitable 
and, as a minimum, earn their own pay. 

0217 Again, the questions are formulated so that YES 
gives a positive score, NEUTRAL gives a score of 0 and NO 
gives a negative Score. 
0218. The maximum score that can be obtained from the 
analysis of the corporation's marker position is 80 points. 
0219 b) The Corporation's Productive Equipment, Table 
3 

0220, 1) Machinery and Operating Equipment: 
0221) Is the productive equipment technologically 
up-to-date?-reflects the corporation's capability of 
and attitude to keeping abreast of developments and, 
thus, reflects its chances of Survival. 

0222 Is the degree of automation high"?-shows the 
corporations ability to use and exploit the technical 
potentialities within its field of business. 

0223) Are investments made on a current basis? new 
assets have a longer economic life, and no big 
investments will need to be made in the near future. 

0224) Is the productive equipment maintained on an 
ongoing basis?-reflects the general quality and 
State of the productive equipment. 

0225 Is there any idle productive capacity'?-re 
flects whether it is possible to increase productivity 
without having to invest in extra machinery and 
equipment. 

0226 Is the productive equipment capable of quick 
change?-reflects the flexibility of the productive 
equipment and, thus, the corporation's possibility of 
fulfilling urgent orders. 

0227 Can the production lead time be increased?- 
reflects the possibility of trimming production to 
increase profitability. 

0228 2) Buildings/Properties/Leases: 
0229 Is the repair condition of the buildings 
good-gives an idea of future investment require 
ments, which will influence earnings. 
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0230 Are there extension possibilities?-the possi 
bility of extension without having to move to other 
buildings. 

0231 Are there any alternative applications?-re 
flects the possibilities of disposing of the building on 
a Sale or on a possible diversion of production. 

0232 Is the present situation of the building 
adequate by reference to the infrastructure?-a ques 
tion of logistics. 

0233 Is it possible for the corporation to vacate the 
building/leasehold premises without incurring any 
loss?-good exit opportunities will Save the corpo 
ration money in the long run. 

0234 3) IT: 
0235 Does the corporation apply IT for production 
management purposes'- 

0236 Does the corporation apply IT for administra 
tive management purposes?- 

0237 Is the corporation's IT system up-to-date'?- 

0238) Does the corporation use the Internet for mar 
keting purposes?- 

0239 all of the 4 questions listed above reflect the 
corporation’s ability to exploit the opportunities of 
production and administration control in Such a way 
that procedures and databaseS regarding customers 
Suppliers, Staff and others may be Stored and used for 
purposes of further development, and busineSS pro 
cedures may be optimized in a controlled and well 
documented manner. 

0240 4) Environmental/Ethical Standards: 
0241 Are the products environmentally sound?- 
reflects the corporations intention to meet the con 
Sumers’ demand for environmentally Sound prod 
uctS. 

0242 Has the corporation obtained environmental 
approval?-gives an idea of the risk of large future 
costs of cleaning up polluted Soil, etc. 

0243 Is the corporations environmental conscious 
neSS part of the brand-an issue which many cor 
porations consider an important element of their 
marketing activities, as environmental awareneSS is a 
good Signal to give the consumers. 

0244 Does the corporation maintain a high ethical 
Standard?-SayS. Something about the corporation's 
ability intention to assume Social responsibility. Fur 
thermore, doubts as to a corporation's ethical Stan 
dards can be very detrimental. 

0245) Again, the questions are formulated so that YES 
gives a positive score, NEUTRAL gives a score of 0 and NO 
gives a negative Score. 

0246 The maximum score that can be obtained is 80 
points. 
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0247 
0248 1) Average Age 

0249 it is possible to choose between the following 
3 different age groups: 

0250 Low, Average and High, where Low reflects 
an average age below 30 years, Average an aver 
age age between 30-50 years, and High an average 
age above 50 years. Average is considered opti 
mum, as it provides a good mix of Senior Staff with 
valuable experience and young employees who 
can be trained to run the corporation in future. 

0251) 2) Average Seniority 
0252 where Low reflects less than 5 years of senior 

ity, Average between 5-10 years of Seniority and 
High more than 11 years of Seniority. Average gives 
the highest Score here as well, based on the view that 
employees with 5-10 years of seniority will know the 
corporation well without being So anchored in the 
corporation that they are unable to change. 

c) The Corporation's Human Resources, Table 4 

0253) 3) The Corporation's Possibility of Recruiting 
Oualified Staff 

0254 a general assessment based on the corpora 
tion's previous recruitment experience is made. A 
high score is given to corporations with good (High) 
possibilities of recruiting the qualified Staff needed. 

0255 4) Breakdown of Staff by Function and Related 
Relevant Training/Education 

0256 the corporation is broken down under the 
following 3 areas: 

0257) a) Administration/finance department, bro 
ken down by function according to the number of: 

0258 Office assistants and technical assistants 
0259 Bookkeepers and other accounting staff 

0260 Secretaries 
0261) Finance directors and controllers 
0262) Personal staff 
0263 HR managers 
0264 IT managers 
0265 Top executives 

0266 b) Production department, Broken down by 
function according to the number of: 
0267 Unskilled workers, delivery men and 
others 

0268) 
0269) 
0270) 
0271) 
0272 
0273) 

Skilled artisans and other skilled workers 

Service people and fitters 
WorkS managers foremen 
Engineers and technicians 
Head of production 

Product development and research staff 
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0274 c) Sales and purchasing department, broken 
down by function according to the number of: 
0275 Salespeople 

0276 Sales manager 

0277) Purchasers 
0278 Purchase manager 
0279 Marketing managers 

0280 Product and market development staff 
0281. The optimum staff mix by function and the number 
applicable to the corporation concerned can be Stated in the 
left-hand side column of the form. It is presumed that an 
owner or manager will know the corporation well enough to 
know the optimum staff mix. The current staff mix by 
function and number can be ticked off in the right-hand Side 
of the column. 

0282. The relation between the current mix and the 
optimum mix is shown as a percentage of the optimum Staff 
mix. On the basis of a division into percentage ranges, the 
model will make up whether the current mix is Low, Average 
or High by reference to the optimum mix. Low gives a 
negative Score, Average gives a Score of 0 and High gives a 
positive Score. 
0283 5) Further Training/Education Opportunities-In 
ternally and Externally 

0284 an evaluation of the extent to which the cor 
poration makes Sure its employees keep abreast of 
developments and possess the knowledge at all times 
required to be able to perform their job optimally. 
The following questions are considered important in 
order to retain well-trained/educated and motivated 
employees: 

0285) a) Does the corporation offer in-house 
courses for its staff 

0286 b) Does the corporation offer external 
courses for its staff 

0287 c) Are the employees allowed to influence 
their own training process? 

0288 d) Are there any career planning activities 
for the Staff? 

0289 e) Are own future executives offered in 
house training? 

0290 f) Is there any on-the-job training in the 
corporation? 

0291. As not all of these options are equally relevant to 
all corporations, the corporation may indicate any relevant 
questions in the left-hand Side column. It should be indicated 
in the right-hand side of the column which of the selected 
relevant questions the corporation may answer in the affir 
mative. 

0292 AS under item d) above, the score calculated 
depends on the percentage relative to the optimum situation. 
Low gives a negative Score, Average a Score of 0 and High 
a positive Score. 
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0293 6) Staff Competence Level 
0294 an evaluation of staff competencies within the 
relevant areas in the corporation concerned. Areas 
evaluated: 

0295) a) Good technical skills 
0296 b) Good sales proficiencies 
0297 c) Good IT proficiencies 
0298 d) Customer service abilities 
0299 e) Ability to work across the organization 
0300 f) Ability to work in teams 

0301 The optimum situation for the corporation in ques 
tion relative to the current situation should be evaluated here 
as well. A score will be calculated on the basis of the 
optimum situation relative to the current situation. Low 
gives a negative Score, Average gives a Score of 0 and High 
gives a positive Score. 
0302 7) Level of Competent Management in the Corpo 
ration 

0303 evaluation of the management remaining in 
the corporation after a possible Sale. No evaluation is 
made in respect of the owner, as the owner has no 
influence on the corporation's future after a Sale. It is 
important to the corporation's future that the man 
agement is able to motivate its Staff, perform and 
achieve results. The evaluation is based on the fol 
lowing 4 criteria: 

0304) a) “Visible” 
managerS 

and performance-oriented 

0305 b) Management's staff motivation abilities 
0306 c) Inclusion of selected staff in the man 
agement team 

0307 d) Creation of corporate image spirit 
0308 The score is allocated as described above. 
0309 AS in the other part analyses, the maximum score 
in the human resource analysis is 80 points. 
0310) 8) Estimation of the Duration of the Corporation as 
a Weighted Average of the 4 Part Analyses, Table 5 
0311. The results from the 4 part analyses are compiled in 
Table 5 and then weighted. The model automatically esti 
mates the weighted average Score. The individual weights 
vary depending on the corporation in question and may be 
adjusted in the model So as to give as realistic and fair 
picture of the corporation as possible. 
0312 The weighted average score reflects the duration of 
the budget period on which the value of the corporation 
concerned is based. 

0313 B. Discounted Substance Pricing Model 
0314. The results of an example of such a valuation are 
shown in Form A. Below is a detailed description of how the 
results are arrived at. 

0315. The description of the Discounted Substance Pric 
ing model for the valuation of a busineSS activity comprises 
the following items: 
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0316 Form A. Value of the activity 
0317 Form B: Depreciation/amortization and 
financing cost assumptions 

0318 Form C: General assumptions 
0319 Form D: Operating budget 
0320 Form E: Synergies, etc. 
0321 Form F: Cash flow from operations, syner 
gies, amortization of goodwill and adjustment of 
depreciation, if any, of properties. 

0322 Form G: Investor's cash flow/yield/pay-back 
period. 

0323 The model is based on a number of forms, each of 
which relates to a specific area, but which are, of course, 
connected and integrated, in order that-based on the data 
entered-they may estimate the maximum goodwill allowed 
by the required net income from the activity (after amorti 
zation over the duration). 
0324 Re Form A. Value of the Activity 
0325 Form A Sums up the value of the relevant activity 
in two sub-forms. One of these forms shows the goodwill 
based on the underlying formula in the model; whereas the 
other shows the aggregate value of the activity, including 
assets and goodwill. 
0326 Furthermore, Form A provides a brief description 
of the model and the considerations and assumptions related 
to the model. 

0327 Re Form B: Depreciation/Amortization 
Financing Cost ASSumptions 

and 

0328. When an activity is traded, it is primarily the asset, 
the Staff, the customers and the operations that are pur 
chased. Consequently, Such a transaction, depending on the 
assets acquired, will allow the purchaser to depreciate fixed 
assets and-not least amortize goodwill to a wide extent. 
This results in a number of tax implications. At the same 
time, it is assumed in the model that the purchaser is to 
finance the transaction 100%, for which reason the interest 
expenses imposed on the purchaser are included in the 
operating budget. 
0329. In concrete terms, the following assumptions have 
been made with regard to the individual assets comprised by 
the transaction: 

0330 a) Properties/buildings-are stated at market 
value and depreciated at a rate corresponding to the 
Standard rate of depreciation applicable in the State 
or country concerned 

0331 b) Land is stated at market value. No depre 
ciation can be provided in respect of land, but the 
value is included in the computation of the interest 
payable on the capital tied up in the fixed assets. 

0332 c) Machinery and operating equipment are 
Stated at market value and depreciated at a rate 
corresponding to the Standard rate of depreciation 
applicable in the State or country concerned. 

0333 d) Current assets, such as inventories and 
accounts receivable-are Stated at the value agreed 
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by the parties and according to the relevant account 
ing policy applied. These assets cannot be depreci 
ated. 

0334 e) Acquired goodwill is calculated in the 
model as the goodwill which the operations can 
justify via interpolation, once all other data are 
known. 

0335 The rates of depreciation/amortization are variable 
within the frame-work of the applicable legislation. The 
model further presumes that the depreciation of properties/ 
buildings, machinery and operating equipment will, in the 
long run, match the investments required to maintain these 
assets and, thus, maintain the future earnings basis. 
0336 Goodwill is amortized over the duration and may 
be adjusted in accordance with the amortization rules appli 
cable in the State or country concerned. The model is 
programmed So as to customize the amortization of goodwill 
to the duration of the budget period. This way the investor 
is certain to benefit from the full taxable gain on the 
acquisition of the goodwill concerned. 
0337 The interest rate at which the investor may raise the 
loans needed to finance the assets and the goodwill must be 
entered in Form B as well. In the model, the fixed market 
rate of interest is applied. The model estimates the interest 
expenses on the individual group of assets and transfers 
these expenses to the operating budget. Likewise, the 
amounts depreciated/amortized are automatically trans 
ferred to the operating budget. 
0338 Form B further illustrates the depreciation for tax 
purposes to show the purchaser the consequences of the 
chosen rates of depreciation applied in the calculation. The 
model is programmed So as to adjust the depreciation of 
properties/buildings in Form F in case the difference is 
Significant. 

0339) Re Form C: General Assumptions 
0340. The following value drivers need to be evaluated, 
as they are highly important in order to estimate the value as 
fairly as possible: 

0341) a) Duration-estimated on the basis of the 
Same analysis of duration as applies to Discounted 
Share Pricing. 

0342 b) Growth/inflation-made up on the basis of 
an adequate analysis of both the activity in question 
and the market and industry in general. 

0343 c) Tax-basically fixed at 0% on the assump 
tion that the goodwill will be fully deductible for tax 
purposes for the purchaser, and that the Seller is to 
pay tax on the goodwill Sold. Consequently, no tax is 
included in the valuation. 

0344 d) Discount rate-determined on the basis of 
the index that applies to Discounted Share Pricing. 

0345 e) The seller's share of synergies-one of the 
value drivers that may be adjusted during a negotia 
tion. The basic assumption is that the Seller will get 
50%. 

0346 f) Duration as regards synergies-this is vari 
able for up to 5 years, based on the same arguments 
as in the case of Discounted Share Pricing. 
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0347 g) Financing interest after tax-the rate of 
interest applied to estimate the investor's pay-back 
period. This interest is the interest after tax used to 
estimate the interest expenses in Form B. 

0348 Re Form D: Operating Budget 
0349 The operating budget is presented in Such a way 
that only net Sales, cost of production (the variable costs) 
and overheads need to be entered. The model makes up the 
rest. The groSS profit is a logical Subtraction of net Sales and 
cost or production. The result is a Subtraction of the groSS 
profit and the overheads. In Form D, amortization is 
reflected as individual items in order to explain and isolate 
the amortization of goodwill, as it is reversed in the basis of 
calculation in Form F. Financing costs have been classified 
by function for instructional purposes as well. Amortization 
and financing costs are automatically transferred from Form 
B. Consequently, if changes are made to Form B, these will 
be reflected in the operating budget. 
0350. Further, it is necessary to enter figures in the first 
column of the budget only, as the model, based on the 
growth rate keyed in, projects the budget. Even though the 
entire form is automatically filled in, only those years that 
match the duration keyed-in will be included in the final 
valuation. Even though the form illustrates a 10 year budget 
period only, this will not affect the estimation of a duration 
exceeding 10 years. Due to the underlying model program 
ming this model is also variable up to and including 20 
yearS. 

0351 Re Form E: Synergies, Etc. 
0352 Form E is identical to the form used in the Dis 
counted Share Pricing model. However, trading in business 
activities often involves greater Synergies than trading in 
Stocks. This is due to the fact that transactions involving a 
business activity are typically more obvious, Strategic trans 
actions, whereas Stock transactions are more typically a 
question of Management Buy-OutS or Management Buy 
Ins, where the Synergies are not always So obvious. 
0353 Re Form F: Cash Flow from Operations, Synergies, 
Goodwill and Adjustments of Depreciation, if any, of Prop 
erties 

0354 Form F summarizes the results from the operating 
budget, the Seller's Share of Synergies and amortization of 
goodwill. Furthermore, it is possible in Form F to adjust the 
depreciation of properties in case of a significant difference 
between the depreciation for operating purposes and the 
depreciation for tax purposes. Such adjustments must be 
entered manually in the form. The other factors are auto 
matically transferred to Form F from Forms D, E and B, 
respectively 
0355 Only the seller's share of synergies is included in 
the valuation. The argument for doing So is that, in principle, 
the purchaser will get the full effect of the Synergies, but 
Since these are highly dependent on the purchaser's ability 
to create these Synergies in future, the purchaser in fact only 
pays a percentage of them. Some might claim that the Seller 
it thus missing an additional price 
0356. It should be noted in this respect that since the 
purchaser bears the entire risk, the seller should not be fully 
paid for any Synergies on which the Seller cannot exert any 
influence whatsoever. 
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0357 The argument in favor of reversing the amortiza 
tion of goodwill in the basis of calculation is that this 
amortization is not cash-demanding in the form of new 
investments/reinvestments. The amortization has in fact a 
tax effect only in the operating budgets for which reason the 
decrease in the value of operations is not real. 
0358. The timing effect of the discount rate is stated in 
Form F as well, illustrating the discount factors which, 
multiplied by the cash flow, give the NPV. Consequently, the 
goodwill in Form A is basically a Summation of the esti 
mated future NPVs in Form F. 

Nov. 7, 2002 

0359 The actual goodwill estimated by the model is 
arrived at via interpolation by adjusting the goodwill in 
Form B. Changes in this value will be reflected in the entire 
model and, eventually, in Form A. The fact that the goodwill 
in Forms A and B are identical reflects the goodwill. 

0360 Re Form G: Investor's Cash Flow/Yield/Pay-back 
Period 

0361 Form G is identical to the corresponding form used 
in the Discounted Share Pricing model. 
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TABLE 1. 

The corporation's products 

a) Classification of products by tue stages (the Boston matrix): No Score 

Start-up stage (question marks); high growth and low market share 
Growth stage (stars): high growth and high market share 
Ripening stage (cash cows): low growth and high market share 4 
Ageing stage (dogs): low growth and low market share 

Total 4 8 

b) Classification of products by their life in general: (separately entered) 6 Yr/points 

e) Classification of products by business activity/segment: (tick off as appropriate) 

Manufacturing businessfsegment Yes Neutral No Score 

Does the corporation develop new products? X 5 
Does the corporation have its own registered trademarks? X -10 
Does the corporation have any patent(s)? X -10 
Are the products brands? X 1O 
Are the products difficult to replace? X O 
Are the products environmentally sound? X 5 
Has the corporation set up good quality control procedures? X 5 

Total (max 50) 5 

Commercial trading business segment 

Does the corporation develop new products? 
Does the corporation have its own registezed trademarks? 
Are the products the producer's trademark? 
Are the products brands? 
Has allowance been made for all risks (supplier agreements)? 
Has allowance been made for all risks (agency aggreements)? 
Is there “value added to the concept (advice, service, etc.)? 

Total (max 50) O 

Service businessfsegment 

Does the corporation develop new concepts 
Have the concepts been registered? 
Have the concepts been patented? 
Are the concepts brands? 
Is the quality level of the concept/service high? 
Does the corpoation provide good guarantees for its serices? 
Is there “value added to the concept (advice, scrvice, etc.)? 

Total (max 50) O 

Total 5 

Product analysis 

Boston matrix 
General life of the products 
Of the above 3 business activities, this corporation has 1. 

Total (max 80 points) 15 

0362 
TABLE 2 

The corporation's market position (tick off as appropriate 

Yes Neutral No Score 

a) Customers 

Does the corporation have alarge spread of customers? X 3.68 
Is customer loyalty related to the brand? X 3.68 
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TABLE 2-continued 

The corporation's market position (tick off as appropriate 

Yes Neutral No Score 

Does the corporation offer good customer service? X 3.68 
Does the corporation perform customer satisfaction surveys? X 3.68 
Docs the corporation have fieldwork skills? X 3.68 
Has the corporation adopted a goad marketing strategy? X O 
Does the corporation have a broad customer segment? X 3.68 
Does the corporation apply Customer Relation Management systems? x -3.68 
Does the corporation apply Key Account Management systems? X -3.68 
b) Suppliers 

Does the corporation have a reasonable spread of suppliers? X O 
Has the corporation entered into good supplier agreements? X O 
Is it possible for the corporation to change suppliers quickly? X O 
Do the suppliers enjoy a good reputation/image/brand? X O 
Do the suppliers maintain a good ethical standard? X O 
c) Internationalization 

Does the corporation market its products in other states/countries? x -3.68 
May the products be marketed in other states/countries? X O 
d) Market conditions 

Has the corporation gained any competitive edge? X 3.68 
Are new players barred from entering the market? X O 
Is the market growing? X O 
Is the market cyclically neutral? x -3.68 
e) Profitability (by reference to the 3 latest fiscal periods) 

Do sales per employee exceed DKK 1.0 million? X 5 
Does the average sales growth exceed the rate of inflation? X O 

Total (a-c) (max 80 points) 2O 

0363) 
TABLE 3 

The corporation's productive equipment 

Yes Neutral No Score 

a) Machinery and operating equipment 

Is the productive equipment technologically up-to-date? X O 
Is the degree of automation high? X O 
Arc investments made on a current basis? X 4 
Is the productive equipment maintained on an ongoing basis? X O 
Is there any idle productive capacity? x -4 
Is the productive equipment capable of quick change? X 4 
Can the production lead time be increased? X 4 
b) Buildings/properties/leases 

Is the repair condition of the buildings good? X - 
Are there any extension possibilities? X 4 
Are there any alternative applications? X O 
Is the building situated well relative to the infrastructure? X 4 
May the building/lease be vacated without losses? X O 
c) IT 

Is IT applied for production management purposes? X 4 
Is IT applied for administrative management purposes? X 4 
Is the corporation's IT system up-to-date? X 4 
Does the corporation use the Internet for marketing purposes? X 4 
d) Environmental/ethical standards 

Are the products environmentally sound? X 4 
Has the corporation obtained environmental approval? X O 
Is the corporation's environmental conciousness part of the brand? X O 
Does the corporation maintain a high ethical standard? X O 

Total (a-d) (max 80 points) 32 

Nov. 7, 2002 



US 2002/0165743 A1 Nov. 7, 2002 
19 

0364 

TABLE 4 

The corporation's human resources 

Low Average High 

a) Average age: <30 yrs = LOW, 30-50 yrs = Average, >50 yrs = High X 
b) Average seniority: <5 yrs = Low, 5-10 yrs = Average, >11 yrs = High X 
c) The corporation's possibilities of recruiting qualified staff X 

Staff mix by function and Optimum staff mix for Current staff mix in 
related relevant training/education this corporation this corporation 

number number Comments 

Administration/finance department 

Office assistants and technical assistants 2 2 
Bookkepers and other accounting staff 2 2 
Secretaries 
Finance directors and controllers 1. 1. 
Personnel staff 
HR manager 1. 
IT manager 
Top executives 1. 1. 
Production department 

Unskilled workers, delivery men and others 
Skilled artisans and other skilled workers 6 
Servicepeople and fitters 
Works managers/foremen 
Engineers and technicians 
Production manager 
Product development and research staff 
Sales and purchasing department 

6 

Salespeople 2 1. 
Sales manager 1. 1. 

Purchasers 
Purchase manager 1. 
Marketing manager 1. 

Product and market development staff 
Score 84 92% 77 

d) Staff mix by reference to the optimum staff mix X 

Optimum staff mix for Current staff mix 
Further training/education this corporation in the corporation 

In-house courses for the staff Comments 
External courses for the staff 
Influence on Own training process 
Availability of career planning activities 
for the staff 
In-house training of own future 1. 
exectives 
On-the-job training 1. 1. 

Score 6 17% 1. 

e) Availability of further training/education-internally and externally ? X 

Optimum skills Current skills 
Staff competence level for this corporation of the staff 

Good technical skills 
Good sales proficiencies 
Good IT proficiencies 
Customer service abilities 
Ability to work across the organization 
Ability to work in teams 

1. Comments 
1. 

6 

1. 

Score 83% 5 
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TABLE 4-continued 

The corporation's human resources 

f) The staff competence level is? X 

Compentent management is This corporation 
Management characterized by is characterized by 

“Visible' and performance-oriented 1. 1. 1. Comments 
managers 
Management's staff motivation skills 1. 1. 
Inclusion of selected staff motivation 1. 1. 

skills 
Creation of corporate image?spirit 1. 

Score 4 75% 3 

g) The level of "competent management in the enterprise is? X 

Total: 1. 22.86 34.29 
Total human resources (max 80 points) 58 Points 

0365) 
TABLE 5-continued 

TABLE 5 
Estimation of duration as a weighted average of the 4 elements 

Estimation of duration as a weighted average of the 4 elements 
Total duration Weight Points Duration 

Total duration Weight Points Duration 

1. The corporation's products 30% 15.OO 4.50 Total (weighted average) 100% 7.44 
2. The corporation's market position 30% 19.72 5.92 
3. The corporation's productive equipment 15% 32.OO 4.8O 
4. The corporation's human resources 25% 58.15 14.54 

0366) 
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1. A method for estimating a value of a corporation or a 
business activity, based on a cash flow model, under which 
an NPV of future earnings generated by the corporation or 
the business activity over a term of years is estimated on the 
basis of a given budget for the corporation or the busineSS 
activity, a given discount rate and a given budget period, 
which budget period is estimated by means of a model based 
on Selected factors relating to the corporation. 

2. A method according to claim 1, wherein a number of 
points are allocated to the various factors on the basis of a 
number of data, and wherein the points allocated to the 
individual factors are included in a mutual weighted ratio in 
the model applied to estimate the budget period. 

3. A method according to claim 2, wherein the factors 
mentioned comprise the corporation's products, marker 
position, productive equipment and human resources. 

4. A method according to claim 3, wherein allowance is 
made for the following for purposes of allocating points to 
the product factor: 

classification of the products by Stages in their life cycle, 
classification of the products by their life in general, 
classification of the products by busineSS activity/Seg 

ment. 

5. A method according to claim 3, wherein allowance is 
made to the following for purposes of allocating points to the 
market position factor: 

customerS, 

Suppliers, 
internationalization, 
market conditions, 
profitability. 
6. A method according to claim 3, wherein allowance is 

made to the following for purposes of allocating points to the 
productive equipment factor: 

machinery and operating equipment, 
buildings, properties and leases, 
IT, 
environmental/ethical Standards. 
7. A method according to claim 3, wherein allowance is 

made for the following for purposes of allocating points to 
the human resource factor: 

average age of the Staff, 
average Seniority, 
the corporation's possibilities of recruiting qualified Staff, 
current Staff mix relative to the optimum Staff mix, 
further training/education opportunities, 
Staff competence level, 
the level of good management in the corporation. 
8. A method for valuation of a corporation or a busineSS 

activity, based on a cash flow model, under which an NPV 
of future earnings generated by the corporation or the 
business activity over a term of years is calculated on the 
basis of a given budget for the corporation or the busineSS 
activity, a given discount rate and a given budget period, 
which budget period is estimated by means of a calculation 
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model based on Selected factors comprising the corpora 
tion's products, market position, productive equipment and 
human resources, wherein a number of points are allocated 
to Said factors on the basis of a number of data, and the 
points allocated to the factors are included in a mutual 
weighted ratio in the model applied to estimate the budget 
period. 

9. A method according to claim 8, wherein the total 
number of points for each factor are maximum 80, and 
wherein the weighting between the individual factorS is Such 
that the maximum budget period estimated will be 20 years. 

10. A method according to claim 9, wherein the weighting 
between the various factorS is customized to the corporation 
or busineSS activity concerned. 

11. A method according to any one of claims 1-10, 
wherein the final valuation of the corporation or busineSS 
activity includes an evaluation of a Synergy value represent 
ing a financial value of Synergies resulting form a joint 
operation of two corporations, Said Synergy value being 
included in a given number of years, Subject to a given 
allocation/split between the two corporations. 

12. A method according to any one of claims 1-11, 
performed by means of a computer program installed on a 
computer, as the desired data are keyed into the computer, 
following which the computer program performs calcula 
tions for purposes of the valuation of a corporation or a 
business activity. 

13. A method according to claim 12, wherein the com 
puter program applied is a Standard spreadsheet program. 

14. A method for the estimation of a budget period for 
purposes of an estimation of the value of a corporation or a 
business activity, based on a cash flow model, in which the 
budget period is estimated using a model based on Selected 
factors comprising the corporation's products, market posi 
tion, productive equipment and human resources, wherein a 
number of points are allocated to Said factors on the basis of 
a number of data, and the points allocated to the factors are 
included in a mutual weighted ratio in the model applied to 
estimate the budget period. 

15. A method according to claim 14, wherein the total 
number of points allocated to each factor are maximum 80, 
and wherein the weighting between the individual factors is 
such that the maximum budget period estimated will be 20 
yearS. 

16. A method according to claim 15, wherein the weight 
ing between the various factors is customized to the corpo 
ration or business activity concerned. 

17. A method according to claim 16, wherein allowance is 
made for the following, for purposes of allocating points to 
the product factor: 

classification of the products by Stages in their life cycle, 
classification of the products by their life in general 
classification of the products by busineSS activity/Seg 

ment. 

18. A method according to claim 16, wherein allowance is 
made to the following for purposes of allocating points to the 
market position factor: 

customerS, 
Suppliers, 
internationalization, 
market conditions, 
profitability. 
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19. A method according to claim 16, wherein allowance is 
made for the following for purposes of allocating points to 
the productive equipment factor: 

machinery and operating equipment, 
buildings, properties and leases, 
IT, 
environmental/ethical Standards. 
20. A method according to claim 16, wherein allowance is 

made for the following for purposes of allocating points to 
the human resource factor: 

average age of the Staff, 
average Seniority, 
the corporation's possibilities of recruiting qualified Staff, 
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current Staff mix by reference to the optimum Staff mix, 
further training/education opportunities, 
Staff competence level, 
the level of good management in the corporation. 
21. A method according to any one of claims 14-20, 

performed by mean of a computer program installed on a 
computer, as the desired data are keyed into the computer, 
following which the computer program estimates the budget 
period. 

22. A method according to claim 21, wherein the com 
puter program applied is a Standard spreadsheet program. 

23. A computer program for purposes of the method 
according to any one of claims 1-22, which computer 
program is designed to make the calculations Stated. 

k k k k k 


